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With the effective date of the new

Insurance Act now moved to out to

1 January 2017, insurers have an

additional year to improve and

embed the Solvency Assessment

and Management (SAM)

requirements, which includes the

calculation and reporting process,

within their business as usual

(BaU) environment.

From an audit perspective, the

Financial Services Board (FSB)

will require the SAM Balance

Sheet, the Solvency Capital

Requirement (SCR), Minimum

Capital Requirement (MCR) as

well as other key disclosures, such

as the Analysis of Surplus (“AoS)

to be audited. However, the FSB

will also require insurers to carry

on with the comprehensive

parallel run (CPR) in 2016 until

the implementation of SAM. The

2016 CPR submissions will be

subject to external audit.

As a result of the external audit

questionnaire, issued as part of the

2015 CPR, and in anticipation of

the audit requirements, a number

of insurers have obtained an

independent review of the

calculations and reporting process

to gain comfort on indicative

figures reported to Risk & Audit

Committees over 2015.

PwC have performed a number of

CPR reviews, at various levels of

detail, to assist insurers gauge

their readiness for the expected

audit requirements. These reviews

have allowed us to identify some of

the key challenges facing the

industry as set out below:

1. Data: Whilst insurers are

comfortable that data is

generally of good quality

and sufficiently detailed,

limited documentation and

controls around data

management exist to

evidence/support this view.

For example, very few

insurers have a data

directory in place and

controls are typically not

sufficiently documented.

Issues were also experienced

with validating and checking

data from various sources,

particularly the asset

information that is used by

the actuaries, reported in the

detailed asset templates and

reported in the SAM Balance

Sheet.

2. Software: The majority of

insurers are making use of the

CPR submission spreadsheets

and manual excel spreadsheets.

Governance and controls in

respect of these models are

limited, resulting in a number

of “finger” and/or

unintentional errors not being

picked up. Insurers that have

implemented software

solutions have gained

integration and automation

efficiencies.

3. Automation: Insurers are

finding that there is a need to

automate more of the

regulatory reporting processes

to reduce the time it takes to

report, reduce manual errors,

increase controls and ensure

the process is scalable.

4. Use of Expert

Judgement: Various

elements of the return require

the use of “expert judgement”.

These subjective judgements

may materially impact the

solvency margin and hence

require strong governance and

controls to mitigate the risks

associated with the use of

judgement. However we have

noted that, to date, limited

documentation exists in respect

of expert judgement whilst the

level of governance and

controls in respect of these

judgements are not

commensurate with the

associated risk.

5. Documentation:
Documentation of the valuation

process, data sources, flows,

key assumptions/judgements,

reasonability checks etc. is

limited. This increases key man

risk but also reduces the level

of transparency, particularly in

respect of key

assumptions/judgements

made.

6. Interpretation of the

Principles: To a large extent,

the proposed requirements are

principles-based as opposed to

rules-based. Thus, a common

question asked is, “Does my

interpretation align to

yours/our auditor’s and/or the

rest of the market?” We have

found instances where different

interpretations apply across

different insurers!
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7. Allowance for loss

absorbency of deferred

taxes: The allowance for the

loss absorbency of a deferred

tax asset post a SCR event, can

significantly reduce the SCR.

However, insurers are

grappling with the appropriate

process, approach and

assumptions to be used. To a

large extent insurers have

ignored some key

considerations related to the

potential deferred tax

adjustment and hence the

appropriate adjustment.

8. Principle of

Proportionality/

Materiality: Most insurers

have applied the principle of

proportionality/materiality for

some elements of the

submission, including areas

where

simplifications/approximations

are applied. However, some

insurers were not able to

demonstrate consistent

understanding and application

of materiality/proportionality

across all elements of the

submission as no central

framework/guidance/policy

was in place to guide users.

9. Asset templates: The

volume of asset information

that is required in the

templates is onerous and

insurers are still spending a

large part of their SAM projects

ensuring the quality of the data.

10. Ownership of the

reporting process: There

has been debate at a number of

insurers about the ownership of

the reporting templates and the

reporting process. A number of

insurers have assigned a

regulatory reporting manager

as the owner of the reporting

templates and the reporting

process. However, it is evident

that the reporting requirements

require increased collaboration

between risk, financial and

actuarial teams and a

coordinated delivery.

The diagram below illustrates our view of industry
readiness for audit, taking into account the findings we
have noted across various reviews conducted in the past
year
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The challenges set out above

perhaps reflect the maturity of

SAM implementation in the

industry. The FSB also shared

some of the results of the SAM

audit readiness questionnaire in

its November 2015 SAM

Workshops. The feedback

provided highlighted that there

has been no auditor involvement

at 72.6% of insurers and that

only 3.2% had their CPR results

reviewed by external audit.

Whilst insurers have had some

interaction with external

auditors on methodology in

areas such as the calculation of

best estimate liabilities (BEL),

basic own funds (BOF), SCR risk

modules and simplifications

used, most insurers are planning

to have these aspects reviewed

in 2016 or later. With a year to

go before final implementation

and the FSB indicating the audit

requirements for the 2016 CPR

submissions, limited time

remains for refining/improving

the process, especially given the

limited involvement of external

audit to date.

Is it too late to conduct a review of your 2015 CPR submission?

Differentiator Benefit to You

Synergy with

the Audit

We believe that as your external assurance provider, our knowledge about your business and

processes and our existing relationship is a key differentiator and core to the value of our

proposition, which we believe maximises efficiency for you. As a result of these synergies, we

expect that you would save management time in explaining the operations, business challenges

and actuarial-related issues.

The latest specifications provided by FSB are unlikely to change significantly for the final

requirements therefore, we are best-placed to ensure no duplication of effort between the review

of your latest submission and the on-going audit (post implementation).

Trusted Track

Record/

Experience

We have conducted similar reviews for a wide range of insurance clients (audit and non-audit) in

both the long-term and short-term insurance industry. Through these engagements we have

developed a wealth of industry knowledge/expertise. Additionally PwC has subject matter experts

across the SAM spectrums that actively participate in the FSB SAM structures.

We therefore have a proven track record of delivering significant value on such SAM

review/assurance engagements, and are uniquely placed to share industry knowledge and insight.

Provide a View

of Global Good

Practice

Our European network of firms, has been assisting a number of European insurers with the

implementation of Solvency II requirements, hence we are well placed to provide a view of global

good practice, where relevant.

Documentation We share with you our report setting out our key findings and recommendations.

No, it is not! We have conducted a number of reviews with our clients post-submission to ensure the review is

not rushed. These reviews are structured as review-findings-and-recommendations-type engagements, to

identify potential issues or areas of contention prior to final implementation. This allows sufficient time to

remediate and engage the FSB (where necessary) so as to avoid potential surprises upon final implementation.

The review and findings approach does not constitute a full scope audit opinion on insurers’ calculations, hence

has the following advantages:

 A tailored scope to focus on specific areas of concern thus ensuring a cost-effective approach.

 A report of our findings against the agreed scope is produced. This report will include our

recommendations for remediation or improvement of process where relevant.

 Identify contentious areas and matters of judgement early on in the audit process to avoid surprises

when the SAM audit requirements become effective.

 Comfort over the accuracy and appropriateness of the SAM numbers.

 An independent assessment over insurers’ SAM numbers.
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For further information,
please call your regular
contact or alternatively:

Jorge Gonçalves
Jorge.goncalves@za.pwc.com

011 797 4567

Francois Kruger
francois.kruger@za.pwc.com

011 797 4717

Junaid Khan
junaid.khan@za.pwc.com

011 797 5525

Alexander Roux
alexander.roux@za.pwc.com

082 855 8927

Pieter Crafford
pieter.crafford@za.pwc.com

082 855 8927

Chantel van den Heever
chantel.van-den-
heever@za.pwc.com
+27 (21) 529 2158

PwC SAM focus
newsletters

The following link provides
access to a range of thought
leadership pieces produced by
PwC on SAM.

http://www.pwc.co.za/en/publications

/sam-focus.jhtml

PwC global thought
leadership on Solvency
II

The following link provides
access to a range of thought
leadership pieces produced by
the firm on Solvency II.

http://www.pwc.co.uk/industries/finan

cial-services/regulation/solvency-

ii/insights.html


